














yarn hh) 


Lloyds Bank Review 


JANUARY 1953 


\ 





S 


























Lloyds Bank Limited 


Head Office: 71 LOMBARD STREET, LONDON, E.C.3 


faa 


1677 


Chairman 
The Rt. Hon. Lord Balfour of Burleigh, D.C.L., D.L. 


Vice-Chairmen 
R. A. Wilson Harald Peake 
Sir Jeremy Raisman, G.C.LE., K.C.S.1. 


Chief General Managers 
A. H. Ensor E. J. Hill 


Assistant Chief General Manager 
G. Y. Hinwood 


Joint General Managers 
R. T. Fagan, D.F.C. A. J. Faux 
F. O. Faull E. J. N. Warburton 


General Manager (Administration) 
R. F. E. Whittaker, C.B., C.B.E. 


General Manager (Executor and Trustee) 
D. H. Turner 


Assistant General Managers 
P. Gray K. L. Boyes 


P. T. D. Guyer G. M. Warry 


CT 








! 


Z 


ew 








| 





Lloyds Bank Review 








New Series JANUARY, 1953 





No. 27 





CONTENTS 


PAGE 
The International Economic Problem 
By Professor Lionel Robbins, C.B. “ 1 
The Economics of an Ageing Population 
By W. A. B. Hopkin - ‘ = 25 
Economic Policy in the Netherlands 
By Professor Dr. G. M. Verrijn Stuart .. 37 


Statistical Section “e = “ os 44 





-\o 


The Bank publishes from time to time in this 
REviEw signed articles by exponents of different theories 
on questions of public interest. The Bank is not 

ily in agreement with the views expressed in 
these articles. They are published in order to stimulate 
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The International Economic Problem 


By Lionel Robbins 


HE following notes do not pretend in any way to be a 
detailed plan of action. But since, in the next few months, 
in consequence of the change of administration in the 
United States and the conclusions reached by the recent 
meeting of Commonwealth ministers, we are likely to be 
confronted with many international discussions and many plans 
of action, it seems worth while trying to get into some sort of 
perspective the main problems with which they will all be 
concerned. The fundamental standpoint is local and pedestrian. 
Each problem and each proposal is judged from the point of 
view of the U.K. interest ; and that interest is estimated, not 
as it might be in a perfectly rational world, but rather as it is in 
the world of the present day with its manifold imperfections 
and its desperate irrationalities. 

I 

POLITICAL ASSUMPTIONS 

It is this mode of approach which leads me, in a survey 
which is primarily concerned with economic questions, to begin 
with a political proposition. It is this: that the ultimate test 
of any proposal which emerges in the economic sphere is the 
question whether it is conducive to the political unity and strength 
of the Western Alliance and its associates. 

The reason for this is plain. For our generation at least 
the world is irrevocably divided. There is no reasonable h 
of achieving peaceful co-operation with the Soviet Bloc; the 
one hope of avoiding actual war is that the countries of the 
West should be sufficiently strong and sufficiently united to 
make it obvious to the other side that there is no chance of 
success that way. But this means, not merely the co-ordination 
of defence, but also the elimination of causes of disunity ; and 
some of these causes may be economic. 

Now it is doubtless very easy to exaggerate the réle of 
the economic factor in the generation of positive conflict. It is 
unlikely, for instance, that at the present day the United 
Kingdom and the United States would go to war with one 
another on account of obstacles to trade. But it is easy, too, to 
underestimate the degree to which the operation of such 
causes may prevent political unity. To imagine that year in, 

ear out, the Western Alliance can be kept strong and effective 
tween regional blocs which are barricading themselves against 
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each others’ goods and between which there is no personal 
intercourse save one-sided tourism and the special relations of 
staff officers and V.I.Ps. is to live in a fool’s paradise. This is 
not to say that we shall not have to rub along in a situation which 
falls far short of perfection in these respects. But it is to say 
that it is silly to take more risks than are absolutely necessary : 
it is to say that the nearer we can get to economic relations 
which are mutually harmonious the easier it will be to achieve 
the requisite degree of political unity. 


II 

THE ALLEGED INEVITABILITY OF DISEQUILIBRIUM 

But are such relations possible? Is it conceivable that the 
nations of Western Europe should achieve a trading position 
vis-a-vis the United States and Canada in which the equilibrium 
of their balance of payments does not depend on a continued 
flow of gifts and a ‘hae of quantitative restrictions against 
dollar goods? Before we can go further this question must be 
examined. For, of course, if the answer were negative, if no 
mutually satisfactory economic relations were possible, then 
the whole conception of international co-operation would be 
altered ; and although the contention that it is negative has 
come chiefly from men of ill-will whom it is not worth while 
taking very seriously, chronic Americanophobes anxious for 
personal or political reasons to disrupt the Western Alliance, 
they are not its only supporters either at home or abroad. The 
belief that equilibrium is impossible between the dollar area 
and the rest of the world has sometimes been held by some of 
the most sensitive and generous minds on the opposite side 
of the Atlantic, anxious to uade their fellow countrymen 
to acquiesce in the ered poet artificial relations which they 
fear to be the most that can be hoped for in a world so 
constituted as ours. 

It is my belief that these fears are largely, if not wholly, 
groundless; and that where it is possible to conceive the 
possibility of lasting disharmony, it is possible also to conceive 
the measures which would remove it. But to show this it is 
necessary to examine a little the arguments by which this 
position is supported. Under what conditions would mutually 
advantageous economic relations be impossible, or at least so 
politically hard of achievement as to be to all intents and 
purposes impossible ? 

Let us begin with the easy cases. We can all agree that if, 
every time the rest of the world showed signs of increasing 
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exports to the United States, Congress were to impose 
additional obstacles to import, any hope of solving our fr ss 
that way would be at an end. It is a little difficult to swallow 
the claim that this truism, so excruciatingly obvious as to be 
scarcely worth mentioning, is a discovery of recent date, 
hitherto overlooked by the myopia of international liberalism. 
But there is no doubt that it is true. 

Similarly, we can all agree that if the financial system in 
the United States were so inherently unstable that, at frequent 
intervals, aggregate expenditure showed a tendency to disastrous 
collapse, as in 1932-33, close association would have profound 
disadvantages. This is not to say that any tendency to moderate 
oscillation in those parts is a valid pretext = economic 
isolationism elsewhere; that is a very unconvincing position 
with which I have no sympathy whatever. But it is to admit 
that if there were a probability of the recurrence of strong 
deflationary tendencies in the United States, then many other- 
wise reasonable hopes would be frustrated. It is not easy to 
see what could be done about it—short of persuading the 
Americans to put their own house in order; for economic 
insulation is something which it is easier to talk about than to 
achieve. But certainly it would lend attractions to all sorts of 
policies which otherwise have little to commend them. 

So far the discussion is on common ground. But now it is 
necessary to take account of an argument which cuts even 
deeper. Let us suppose that there exist instruments for re- 
straining the increase of the U.S. tariff. Let us suppose, further, 
that there is no serious fear of deflation. Even so, say the 
pessimists, while productivity in the United States is so 
much greater than elsewhere and advances so much faster, 
equilibrium is improbable. The dollar problem, they say, 
is not a by-product of post-war dislocation and unwise fiscal 
policies; it is rather something inherent in the fundamental 
technical structure of the contemporary world which no financial 
policy which is politically feasible (or advisable) could hope to 
overcome. 

What truth is there in all this? There is obviously 
nothing in the view that there are inherent disadvantages in 
trade as such between groups of different degrees of 
productivity. Quite the contrary indeed: the great principle 
of the division of labour is founded on just such differences ; 
if there were no differences in productivity there would be no 
advantage in trade. And it is not difficult to show that, whatever 
these differences may be, there is always some relationship 
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between wee incomes in the groups concerned at which 
trade is mutually advantageous. If, for example, productivity 
in the United States were twice as high as elsewhere but 
incomes were only one and a half times as high, doubtless 
trade would tend to be one-sided. But supposing that, with 
productivity in the United States still only twice as high as 
elsewhere, money incomes were three times as high, then 
surely the currents of trade would tend to be reversed. This 
example is not intended to prove anything regarding the actual 
state of affairs at the present day. But it should suggest that 
trade relationships are a matter of relative costs and prices ; 
and that if there is fundamental advantage in division of labour, 
then it is always conceivable that a relation of prices and costs 
could be achieved which would enable this advantage to be 
realized. 

Now there is nothing in the notion of shifting rates of 
productivity or shifting conditions of international demand 
which upsets this principle. It is quite true that technical 
——- bring it about that the potential position of the 
mem of a national group is worse relatively and perhaps 
absolutely than it was before. But it still remains true that, 
whatever these c es, the situation can be better with trade 
than without it. he so-called principle of comparative 
advantage does not promise indefinite or continuous advance. 
It merely offers the opportunity of making the most of any 
given position—which, of course, may be merely making the 
most of a position.which has seriously worsened. There is, 
therefore, nothing in the mere fact of differing rates of technical 
=— to upset the presumption of potential advantage in 
trade. 

The difficulties, if difficulties there be, must therefore 
arise in the mechanism of adjustment. And indeed it is just 
here that it is not at all difficult to imagine circumstances in 
which an increase in the relative productivity of a national 
group, such as the United States, may impose serious and, 
indeed, intolerable inconvenience elsewhere. Suppose, for 
instance, that, as in the elementary examples of the text-books, 
the money supply of the world is fixed and that the modes of 

ing payment in the various countries are also unvarying. 
In order that there may be equilibrium in trade, then, according 
to a well-known proposition of Ricardo’s, it must be distributed 
between the different national areas in such a way as will reflect 
the differences of the values of the national products. Suppose 
now a shift in relative productivities; then, in order that 
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equilibrium may be preserved, there must be a redistribution 
of the money stock so as to reflect the changes in the relative 
values of the national products. Now as the total money stock 
is fixed, this will involve an absolute increase of money income 
in the centres of increasing productivity and—and here’s the 
rub—an absolute diminution in money income elsewhere. 
Obviously this may involve great difficulties for the centres 
where relative productivity has changed adversely. It is still 
ultimately an advantage for them to be in equilibrium with the 
rest of the world, for there is more to be got by participating in 
the international division of labour than by withdrawing from 
it. But the process of getting there may be intolerably painful. 

Here, then, is the ultimate nightmare of the insulationists. 
And it may be freely conceded that, if the world were likely 
to work like this, there would be ground for their apprehensions. 
But, in fact, the conditions assumed are not very likely ; ; and, 
in any case, they are quite unnecessary. 

It should be clear from what has been said already that 
the essential condition for balanced trade is an appropriate 
relation between incomes in the different areas concerned ; so 
that when the value of the product in one country increases 
relatively to the value of the product elsewhere, there is a shift 
in relative incomes. Now in the example given above—the 
example designed to make one’s flesh creep—this shift takes 
place by expansion in one area and contraction elsewhere—as 
indeed it must, on the assumption of a fixed stock of money 
in the world and fixed habits of payment. But change this 
fundamental assumption and the whole appearance of things 
changes also. Remove the limitation that the money supply is 
fixed. Then it is easy to conceive a rate of increase which 
permits equilibrium to be reached without the pressure of 
contraction in the areas where productivity is advancing less 
rapidly. All that is necessary is for the increase in money 
supply to go to the centres where productivity is advancing 
more rapidly. Then the requisite change in the relation 
between levels of money incomes—the relative rise in the more 
rapidly advancing area—can come about merely by an increase 
oy incomes elsewhere remaining constant or advancing less 
rapidly. 

“ The fact is that this bogey of a centre of superior 
productivity continually exercising a deflationary pressure 
elsewhere is only plausible if we assume monetary conditions 
which have seldom prevailed for any long period and which, 
in any case, need not prevail at all. How often in the course 
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of modern history have the inhabitants of national areas been 
under the necessity of positive contraction of money incomes 
in order to get into international equilibrium—if they have not 

reviously had a private inflation of their own? There have 
indeed been such cases ; but it is difficult to believe that they 
are typical. The model is too static. The world does not work 
on the basis of a fixed money supply. If the conditions of 
equilibrium require relative shifts of the kind under discussion, 
there are many ways of bringing them about which do not 
involve the insulationist nightmare. To break the civilized 
world into two, to construct rival economic blocs within the 
area of the Western Alliance on the ground that this might 
conceivably happen, is not sensible. If we think that there is 
danger of its happening, the thing to do is to take direct steps 
to prevent it. But to act as if it were necessary is the limit of 
economic hypochondria. 

But let us quit the realm of hypothesis and resume our 
findings by reference to fact. From what has been said already, 
it appears that there are three main possibilities which would 
frustrate any effort on the part of the rest of the world to get 
into equilibrium with the dollar area: 

(a) A persistent rise in the U.S. tariff or other obstacles 
to trade pari passu with any potential improvement in 
exports to that area. 

(6) An endemic tendency to severe deflationary collapse 
in the dollar area. 

(c) A failure in that area for money income to rise com- 
mensurately with productivity. 

To what extent have these theoretical possibilities been 

actual ? 

The answer is evident: they have no counterpart in the 
history of the post-war world. 

(a) There has been no important rise in the U.S. tariff. 
Save for relatively minor lapses, the tendency has 
been downwards. The average level of the U.S. tariff 
today is considerably below what it was before the 
Hawley-Smoot tariff of 1930. 

(6) There has been no tendency to catastrophic deflation 
in the U.S. economy. On the contrary, the tendency 
has been distinctly in the opposite direction. Since 
1945 money incomes have risen more than pro- 
ductivity. 

(c) It follows, therefore, that it is most improbable that 
the conditions of international equilibrium were such 
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as to require a contraction of money incomes elsewhere 
below the levels of 1945. The trouble has been rather 
that, in the countries where the advance of productivity 
has been less than in the United States, the advance 
of money incomes has tended to be excessive. The 
conditions have been the reverse of the conditions of 
the insulationist’s nightmare. Yet he continues to 
urge us to act as if it were true. 


III 
THE LIMITS OF IMPERIAL PREFERENCE 

If the foregoing arguments are correct the case for the 
formation of regional blocs loses much of its plausibility. If 
there is no inevitability of disequilibrium between the dollar 
area and the rest of the world, then we are still free to choose 
and the political presumption against more disunity than 
necessary, which was argued earlier on, continues to hold the 
field. But there remain other pleas for regional grouping which, 
not depending upon these arguments, deserve examination by 
themselves ; in particular, there are the arguments for Imperial 
Preference which antedate the dollar problem by many a long 
day. 
Now Imperial Preference is a fact. The preferential 
system is a going concern; and, whether or not we think the 
developments of 1932 were a particularly good thing, they are 
now part and parcel of our arrangements. There is no reason 
why they should be further modified or changed save in so far 
as there is clear advantage in such action—either by way of 
immediate gain to one or other of the parties concerned or by 
way of concessions secured in international bargaining. In a 
world in which high tariffs and other obstacles to trade are 
imposed by almost every nation, there is certainly no need to 
hae guilty than the rest at arrangements which, if they 
restrict trade in certain directions, release it in others. And 
if the canons of international good behaviour are held to permit 
the formation of customs unions, there are few arguments in 
rinciple against the extension of preference. Each case must 
e pee aoe on its merits and in relation to our general interest— 
which includes, of course, the maintenance of the political 
solidarity of the Commonwealth and the Western Alliance. 

The question, therefore, is not one of principle but of fact. 
The idea of the development of the preferential system so as 
eventually to create a more or less integrated system of trade 
and finance for the Commonwealth was in itself a fine idea, an 
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idea which has had a perennial fascination for many fine spirits. 
The question is: is it an idea which at the present day offers 
prospects of practical development ? 

In my judgement the answer is no. Whatever may have 
been possible a hundred years ago when the idea of an imperial 
Zollverein was first propounded, today the world has moved on 
and we deceive ourselves if we suppose that there is much 
hope in this direction. Here and there it is conceivable that 
there are gains to be made or existing positions to be con- 
solidated. But in the main we are living in the past, pursuing 
the ghostly hopes of a vanished age, if we conceive the future 
of Commonwealth policy in these terms. 

Consider first the possibilities of extension of the 
preferential system as regards trade. Is it not a significant 
circumstance that, outside certain circles in this country, there 
is very little support for this idea? The great Dominions are 
frankly Laodicean, if not actively hostile. Some hold fast to 
what preferences exist, others would not be unwilling to see 
them disappear. There is hardly any support for their extension. 
Indeed, it is clear that any very strong movement in that 
direction would introduce dangerous strains into Common- 
wealth relations. 

The underlying reason for this is plain. There is no 
obvious advantage in such arrangements. Speaking broadly, it 
can be said that preferences offer attraction only if on balance 
the area within which they prevail is an importer of the com- 
modities affected. But this is the reverse of the case with most 
of the staples in which the Dominions are interested. In this 
sphere the Commonwealth is on balance an exporter. It 
follows, therefore, that from the Dominion point of view the 
gain of special privileges in U.K. markets is liable to be offset 
by losses in markets elsewhere, and the game is not worth the 
candle. There are exceptions here and there. But in the main 
these have already been exploited to the full. The range of 
further advantageous bargains is small, even if we were not 
estopped from pursuing them by existing international instru- 
ments which are thought by most to bring advantage. It would 
be rash to say that it is non-existent ; for there is usually some- 
thing that has been overlooked. But it is not rash to say that 
it is not important, not in the least commensurate with all the 
emotions and all the rhetoric that have been expended upon 
its supposed existence. 

When we turn to more comprehensive schemes of monetary 
and financial autonomy, the picture is even less promising. In 
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this connection the first thing to note is that all such schemes 
necessarily involve the exclusion of Canada; for Canada is 
not now a member of the Sterling Area and it is not realistic 
to suppose that she could be induced to join. Now among the 
English-speaking members of the Commonwealth other than 
the United Kingdom, Canada is incomparably the most 
important, both in respect of wealth and of military power. 
Any scheme which, in the interests of Sterling Area solidarity 
yon | the provision of some counterpoise to other powers, pushes 
Canada further towards the United States would not seem to 
be particularly far-sighted. In fifty years Canada may have 
outstripped even the United Kingdom. How doub the 
wisdom of plans which proceed on the assumption of her 
— from the Commonwealth which she may eventually 
ead ! 

But beyond this, such plans involve contradiction in that 
they assume developments which are impracticable, save on 
the basis of aid from outside. It is true that not all the advocates 
of these plans rely upon further aid; there are a few, more 
logical than their fellows, who argue against accepting a dollar 
more from the United States and Canada. But the majority 
of the advocates of an insulated Sterling Bloc are not prepared 
to urge the ardours and endurances, the severe restriction of 
local standards of consumption, which unaided development 
would involve. Now in the last few years the inhabitants of the 
North American continent have given more away than has 
been given at any other time in history. At the same time they 
have put up with much discrimination against their goods, in 
the belief that such measures were the product of a temporary 
emergency. But it is really not to be anticipated that they would 
continue their subventions and their loans at privileged rates 
of interest, if they were told that the purpose of it all was to build 
up an area from which they were to be permanently excluded. 

In fact, as we have recently seen, there is little prospect that 
the other members of the Commonwealth will fall in with such 
schemes. There is now no serious ground for fear that the 
enthusiasts of Preference or the insulated Sterling Bloc will be 
allowed to make a damaging break-away. But for all that the 
prevalence of such ideas is a pity. They command the support 
of some of the most public-spirited and disinterested elements 
in our public life, who, however, will not see that to seek to 
preserve the Commonwealth in this way is to break it. And, 
because of this fixation, plans which are much more in our 
interest and in the interest of the Commonwealth at large tend 
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to be ignored or even opposed. Infatuated with the visions of 
an earlier age, we are always hanging back, instead of giving a 
lead. We leave to others the initiative in the world of the future. 


IV 
THE U.K. INTEREST IN COMMERCIAL POLICY 

Much the same considerations apply to the more ambitious 
plans which are sometimes propounded for the creation of a 
great economic bloc comprising both the Sterling Area and 
Western Europe. 

These plans have a much wider appeal than plans for 
the Sterling Area alone. The area is larger: there would 
seem to be ampler scope for new bargains and economies 
from larger markets. To the European Americanophobe they 
offer the possibility of building a counterpoise to the power 
of the hated North American continent; to the American 
Isolationist they offer the hope of getting rid, once for all, of 
commitments in the Old World and they do not arouse the 
same associations of Colonialism, 1776 and all that, which spring 
into action at any mention of Imperial Preference and the 
Sterling Area. 

Nevertheless, in the last analysis, such plans do not offer 
much which can commend them from the point of view of the 
U.K. interest. I say nothing further at this juncture of their 
political imprudence, of the profound unwisdom which would 
push Canada still further out of the Commonwealth and which, 
in general, would tend to perpetuate an even greater degree 
of Sohion than exists at present in the English-speaking world. 
But on economic grounds alone it is difficult to see the 
attraction. Who is to finance this combination? It has been 
difficult enough for the United Kingdom since the war to 
finance the needs of the Sterling Area ; indeed, had it not been 
for the vast assistance received from North America, both 
by way of loan and by way of Marshall Aid, what has actually 
been done would have been quite impossible. Is it reasonable 
to suppose that we can carry the needs of Europe as well 
without imposing the most catastrophic limitations on our own 
development? Or is it really thought that an arrangement 
would be viable whereby the United States and Canada would 
take over the burden, year in year out, of providing for develop- 
ments of which it was the avowed intention that they should 
never enjoy the usufruct ? 

It is clear that objections of this sort would not apply to 
the proposal which is sometimes ventilated, of forming a free 





is of 
nga 
ure. 


‘ious 
of a 


: for 
ould 
mies 
they 
ower 
“ican 
l, of 
the 
ring 
the 


offer 
f the 
their 
ould 
hich, 
oree 
orld. 
the 
been 
ir to 
been 
both 
ually 
1able 
well 


ment 
rould 
elop- 


ould 


ly to 
. free 








Ir 


or a freer trade union for the N.A.T.O. group, or rather the 
N.A.T.O. group enlarged to bring in the relevant colonial 
dependencies and such other members of the Commonwealth 
as are interested in the defence of the West. Here at last would 
be a grouping immune from the disadvantages which have been 
indicated in other plans. It would promote rather than hinder 
the political unity of the West. Its creation need involve no 
important sacrifices in respect of trade with the rest of the 
world. It would contain within itself sources of accumulation 
capable of providing for all the capital development which 
with available skills and personnel it would be reasonable to 
aim at. There would be a splendid future for such an area. 

It is sometimes argued that such a grouping is undesirable 
in that it would involve inherent instability. The superior 
productivity of the United States, it is feared, would swamp all 
other productive enterprise in the area. This raises, of course, 
the question already discussed in Section II; and the exposure 
of the fallacy it contains provides what is perhaps one of the 
most vivid illustrations of the propositions there set forth. 
Suppose, just for purposes of argument, an extreme case—a 
completely unified area with internal free trade and a single 
monetary system. Is it not abundantly clear that the competitive 
strength of the industries in the different parts of the area 
would depend, everything else being given, upon the rates at 
which the local moneys were converted into the union curren 
when the conversion to a single money system took place? If, 
for instance, one dollar was converted into one unit of the 
new currency while a pound was converted into five, then 
doubtless in present circumstances a great many United 
Kingdom products would be hopelessly underpriced by 
somiaans from the United States. If, however, the pound were 
converted into, say, two units, then it is probable that the boot 
would be on the other leg: many of the products of the U.S. 
would be out of the market. This is not at all to argue that so 
drastic an innovation is necessarily desirable, still less that the 
conversion rates mentioned by way of illustration are to be 
taken as any indication of present equilibrium rates between 
pound and dollar. It is only to show that if we were really to 
screw ourselves up to an experiment involving this degree of 
economic unification there is no reason to suppose that it need 
take place on terms giving a disequilibrating advantage to all 
products from North America. 

But all this is very much in the air. If some responsible 
group in Congress or in the U.S. Administration were to 
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propose anything so ambitious then I, for one, would hope 
that we should not be backward in seeking ways of bringing 
it about. Here and now, however, rather than speculate further 
on such projects, it is more profitable to enquire a little into 
the ultimate nature of our interest in any less extensive 
negotiations concerning the principles of commercial policy. 

As I see things, two principles emerge : 

(2) First, that we are profoundly interested in preventing 
any further rise in tariffs against our goods, more, in 


securing a lowering of such tariffs. This follows hs from | 


our dependence on imports. The more markets abroad are 
restricted, the more difficult to secure by way of export the 
means to pay for necessary imports; the more markets are 


open the easier it is for us to pay our way. This, of course, is _ 


true for other countries as well. But it is especially relevant 
to policy in areas where dependence on sources abroad is 
especially great; for the United States ample markets abroad 
are not a matter of life or death, for the United Kingdom they 
are. 

It follows that we have an especial interest in negotiations 
for tariff reduction. It is true that such negotiations involve 
give as well as take ; and it is not true that the give in the shape 
of reductions of our own tariffs is necessarily merely a seeming 
sacrifice—free traders who argue that unilateral tariff reductions 
are always in the national interest are overstating their case ; 
the case for multilateral reductions is liable to far fewer 
exceptions. But our interest in maintaining and extending 
markets is probably greater than that of any other major power. 
We should be the last to shirk the search for mutually 
advantageous agreements. 


(6) But if this applies to tariffs, how much more does it | 
apply to the more rigid obstacles to trade—quantitative | 


restrictions and the like. I say nothing here against the wisdom 
of recent emergency measures taken to safeguard our own trade 
balance: when the patient is bleeding to death you do not 
eschew the use of the tourniquet. But it should be crystal clear 
that we, of all great trading nations, have most to lose if the 
use of such measures becomes permanent and universal. For 


in such an event there would be no —_ at all of balancing our | 
accounts by an expansion of no cost reduction, no | 
sales promotion, no alteration o og rate of exchange, would | 


avail us. Surrounded by a Chinese wall of obstructions, our 
only way of getting into external equilibrium would be by 
curtailment of imports: and it is not difficult to think of quite 
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possible circumstances in which the magnitude of the curtail- 
ment would be such as to involve really disastrous results, both 
to employment and consumption. A country specializing in the 
manufacture of high-grade specialities and luxuries, as we do, 
is peculiarly vulnerable to the effects of quantitative restrictions 
elsewhere ; a generalization and perpetuation of recent 
Australian policy would knock us off our perch entirely and 
keep us permanently from climbing back. When, therefore, 
I hear fi vane experts from our own area pleading for the 
superior advantages of quantitative regulation of trade, I tend 
to murmur, “ Deus quos vult perdere, dementat prius’’. What 
degree of insanity is this which recommends to others the 
means of our own destruction ? 

If these principles are true it would seem to follow that 
strictly from the point of view of the U.K. interest, there is a 
good deal more to be said for the much abused G.A.T.T. than 
has recently been said in public—at any rate in this part of the 
world. It goes without saying that this is not a perfect 
instrument—who would expect perfection of a document 
negotiated between so many nations? It is quite probable 
that there are some respects in which it can be represented as 
cramping our own style in further negotiation; it would be 
rather surprising if this were not so. But agreements of this 
sort must be judged on balance ; it is of their very essence to 
be in the nature of a compromise. And judged from that point 
of view, it seems probable that this particular agreement is 
very much in our interest. To have preserved this degree of 
order in international relationships, to have secured this degree 
of standstill in the upward movement of tariffs and to have 
secured so many movements downward—this is no mean 
achievement from the point of view of our interest. To throw 
it all overboard, to let the world be plunged once more in a 
free-for-all competition in raising obstacles to trade—this 
surely would be an act of folly. 

Hence, in my judgement, failing some larger plan for the 
N.A.T.O. nations and their associates, we should make the 
maintenance of the G.A.T.T. arrangements a principle of 
policy. We should reaffirm our support of the general principle 
of approaching freer trade by bifeteral bargaining within the 
tules of a mutual benefit club. We should resist attempts to 
abolish it. We should seek to consolidate its influence. We 
should support proposals for a further series of negotiations 
designed to reduce still more the existing obstacles to trade. 

And if by any chance some American or other statesman, 
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anxious to transcend the limits of speed possible on this 
pedestrian basis of detailed bargaining, were to propose big 
ad valorem cuts all round in existing obstacles, I should hope 
we should support that too. Unlike the U.S. in this respect, 
we are not in a position to give the world any spectacular lead 
by way of unilateral action ; in present circumstances the risks 
would be too great. But it is the essence of our interest as a 
community dependent more than most on the existence and 
the opportunities of wide international markets, to support 
every attempt at clearance on a truly multilateral basis. 


V 
INTERNAL FINANCE AND EXTERNAL EQUILIBRIUM 

Trade policy, however enlightened, will not by itself bri 
equilibrium if finances are out of order. It is true that unilateral _ 
easements of obstacles will mitigate the degree of financial 
adjustment which may be necessary elsewhere; needless to 
say, a unilateral reduction of tariffs on the part of the U.S. 
would do much to ease the financial problems of Europe and 
the Sterling Area. It is true further that multilateral easements 
of the type discussed already will make it easier for financial | 
policies to be effective ; a general reduction of obstacles would 
almost certainly increase the effectiveness of cost reductions or | 
alterations of exchange rates. But, in the last analysis, until 
financial conditions are under control trade policy is without a 
foundation. 

It is indeed not easy to overstate the central importance 
of financial policy in this matter of international balance. For | 
dispassionate study of the facts must surely reveal that it is the | 
failure of financial policies which has been responsible for the | 
persistence of our troubles—to be perfectly explicit, that it is 
the failure of the non-dollar centres to restrain their expansion 
which is responsible for their failure to get nearer to closing the 
dollar gap. 

Let me guard myself at once against misunderstanding. 
I do not mean that the original disequilibrium was due to 
faulty financial policy. I have no intention of denying the | 
critical significance of the war and the capital losses associated 
therewith, of the effect of the rise of prices and the adverse 
turn in the terms of trade, or of the strain imposed, particularly 
on the United Kingdom, by overseas transfers—which may or 
may not have been necessary. It is admitted that these and 
other circumstances created conditions in which a change in 
the relationship between dollar and other incomes was 
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necessary; and that, in the absence of such a change, dis- 
equilibrium in the balance of payments was inevitable. To 
use the economist’s jargon, there were “ real ’’ causes producing 
a dollar shortage. There is no dispute about this. 

The contention concerning the réle of financial policy 
relates, however, not to the original causes but to the persistence 
of disequilibrium. And here the position is plain. As has been 
argued above, the conditions of equilibrium demanded a 
change in the relation between the cost and income structures 
of the dollar area and of the countries affected by these real 
causes, that is to say, a relative rise in the dollar area. Now if 
money income and prices in the United States had remained 
constant, it would have been easy to understand any failure 
elsewhere to establish equilibrium. For in those circumstances, 
in order to maintain fixed rates of exchange there would have 
had to have been positive deflation elsewhere, and this would 
have been politically difficult and economically inadvisable. 
But this was not necessary. For prices and incomes in the 
United States rose smartly upwards; and in these circum- 
stances what was chiefly necessary was that prices and incomes 
in the deficit countries should be restrained. As we all know, 
exactly the reverse movement occurred. Prices and incomes 
in the non-dollar area tended to rise—in many cases much 
more than prices and incomes in the dollar area. In such 
circumstances the persistence of dollar shortage was inevitable. 
Of course if this had not happened, if, that is to say, the financial 
expansion outside the dollar area had been restrained, it is 
impossible to be sure that full equilibrium would have been 
restored—though having regard to the magnitude of the rise in 
American prices it would certainly have been very astonishing 
if it had not. But while the relative movement has been as it 
has been, the burden of proof rests upon those who argue that 
there is any mystery about the persistence of dollar shortage. 

If this is so, then obviously the first desideratum of policy 
for all countries affected with difficulties with their balance 
of payments is to stop inflation. There are many ways of 
doing this, both fiscal and monetary; and there is no simple 
tule as to which method is most expedient. In the light 
of experience since the war it is now coming to be agreed that 
both fiscal and monetary measures are necessary; monetary 
policies unassisted by fiscal measures involve levels of interest 
rates which may be highly inconvenient; fiscal measures 
unaccompanied by monetary control are apt to be insufficient 
and belated. And the trouble usually is that when governments 
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have brought themselves to face the necessity for the one 
(whichever it is) they conveniently forget, or go slow with, the 
other. But whatever the technique, the important thing is to 
stop inflation—to make it a prime objective of policy that there 
shall be no financial expansion until there is equilibrium and 
strength in the balance of payments position. 

In some cases this will not be enough. Where the local 
expansion has outstripped the expansion in the United States 
and where there has been no commensurate adjustment of 
the rate of exchange, then the mere cessation of inflation will 
not be sufficient to restore equilibrium. In such cases the 


appropriate policy is a change in the rate of exchange rather | 


than positive financial contraction. Absolute deflation on a 
large scale is not (repeat not) recommended. The claim, often 
made by the opponents of financial stabilization, that it is 
impossible to maintain high levels of production and increased 

uction without continually a prices is inadmissible— 
its implications for the distribution o 


a policy of severe contraction when the situation could be 
ienad 


by a change in the rate of exchange is also inad- | 


missible. It was to meet just such situations that there were | 


inserted in the statutes of the International Monetary Fund the 


provisions for alteration of the exchange rates. A table of | 
relative rates of inflation since 1949 makes it very obvious that | 


there are centres where, sooner or later, advantage must be 
taken of these provisions. Relative inflation of 20 or 30 per 


cent. is not something which cures itself merely if prices are | 


prevented from — 

This recommendation of adjustment of exchanges which 
are obviously overvalued must not be taken to imply a recom- 
mendation of permanently floating rates all round. In spite 
of the high academic authority by which this p is 
sometimes supported, I find it hard to regard it as acceptable. 


It is easy to see that when rates are badly out of line, or other | 


readjustments are necessary, circumstances may arise when 
some experimentation is desirable before final decisions are 
made regarding new parities. I say nothing against transitory 
measures of this sort, provided the internal position has first been 
definitely stabilized. But in general I am yet to be convinced 


that the dilemma is escapable that, when the general financial | 


position is strong, free rates are usually unnecessary and that, 
when it is weak, they are apt to be a source of appalling danger. 
One thing at least must be agreed by all concerned: if the 


wealth and for social and | 
economic stability generally are altogether too disastrous. But _ 
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floating rate is to do what is claimed for it, it is absolutely 
imperative that any downward fluctuation shall be met by 
an increased curb on internal expansion—otherwise the danger 
of inflation is increased. Now it seems an odd thing, in a period 
marked conspicuously by the unwillingness of governments to 
impose curbs of this kind, that experiments should be recom- 
mended which make disaster even more certain if they don’t. 
Or is it perhaps suggested that if the tipsy man is placed on the 
— edge of the abyss he is more likely to pull himself together 
and not fall over? Well, different bed carry their drink 
differently ; it would be rash to generalize about the probable 
outcome of all such experiments. But the history of free 
exchanges with weak internal finances does not afford con- 
spicuous grounds for confidence ! 


VI 
CONVERTIBILITY 

If these arguments are correct, the general aim should be 
the cessation of internal inflation and the adjustment of over- 
valued exchanges. At this stage, however, we encounter the 
question, what about convertibility ? Ought internal 
stabilization to be followed here and now by a declaration that 
the pound is once more convertible? Or are there yet further 
conditions which need to be fulfilled ? 

This is a matter about which it is very important to keep 
our heads. There can be little doubt that if the pound is not 
eventually made convertible, its position as an international 
currency will suffer. If money cannot be placed in the Sterling 
Area in the full expectation that, if need be, it can be withdrawn 
with as little formality as is needed for withdrawing it from, 
say, Switzerland or from the United States, the flow of capital 
that is desirable for development will not occur. If the various 
members of the Sterling Area come to feel that when they have 
money in London—not merely in special accounts but also in 
any form in which it is convenient for them to hold it or invest it 
—they cannot be sure of retrieving it at will, they will tend to 
place their funds elsewhere. The path to convertibility may well 
be thought to be beset with danger, especially if we have regard 
to the volatility of funds created by fears of domestic policy and 
the international situation. Nevertheless, it would not be a pru- 
dent attitude to abandon the intention of achieving it or to post- 
pone attempts in that direction to an indefinitely remote future. 

But there is another attitude which is no less imprudent— 
the view which holds that we have only to stop inflation and 
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the drain on the reserves to be in a position to declare the 
pound convertible forthwith. The friends of convertibility as 
a genuine goal should be as much on their guard against this 
as against the attitude which would abandon the goal altogether ; 
for it is safe to say that if such an attempt were made before 
certain fundamental conditions are satisfied, it would be 
speedily reversed, and we should be further than ever from the 
wished-for goal. 


The reasons for caution are various. In the first place come | 
doubts regarding the future of our own balance of payments. 


At the moment all goes well and there is some net gain to the 
reserves. But in so far as this is not the by-product of sheer 
good luck—the recent turn of the terms of trade—it is a position 
which has been achieved at the expense of a degree of import 
restriction which we should not wish to sustain indefinitely. 
I see no reason in the figures to suppose that the present rate of 
exchange is inappropriate ; I hope that policy will be directed 
firmly to maintaining it. But before I should be prepared to 
‘aaa further towards convertibility I should want to watch 


ow it sustained some relaxation of restrictions. I should want | 


to be sure that there was still reasonable hope of achieving a 


continuing surplus for a considerable time ahead. This scruple | 
would apply even if the reserve were at a much healthier figure; __ 


there is no valid reason for sacrificing capital to maintain an 
untenable position. 
But this brings us to the second ground for caution; the 
resent inadequacy of reserves. It is one thing to argue, as has 
en argued above, for an internal policy designed to maintain 
a fixed rate of exchange. It is another to argue that such a 
licy is possible if the reserve is inadequate to the situation. 
This is not merely a matter of the need for a possible cushion 
to sustain imports while we are shifting exports on account 
of worsening in particular markets: it is a matter of a need 
for a reserve to sustain us in the event of an all over worsening 
due to some general slackening of demand. I am not here 
thinking of the possibility of a catastrophic depression in the 
United States ; if that were to happen in present circumstances 
then, I am afraid, all optimistic bets would be off and we should 
have to start again. I am thinking rather of mild recessions of 
the kind which came in 1949 and might easily come again on 
a considerably larger scale. Now it may be possible to hope 
for international mechanisms which are some safeguard against 
such happenings ; but we should be very sanguine if we were 
to rely upon the possibility of these arrangements and to expose 
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ourselves to the dangers of such a contingency without adequate 
reserves of our own. I have no desire to throw cold water 
upon hopes with which I am fully in sympathy ; but I should 
hold it an unjustifiable risk if we were to proceed much further 
towards convertibility until our reserves were very much greater 
than they are at present. If there are means of securing an 
adequate reinforcement by international negotiations which do 
not involve us in intolerable burdens in other respects, well 
and good, we can go ahead much faster. It is tly to be 
hoped that all such possibilities will be fully explored; there 
may be great opportunities ahead. But if there are not then 
while not abandoning, either in words or in intentions, con- 
tinued effort towards the ultimate goal, let us proceed with 
proper circumspection. 

There is yet a further reason for extreme care in this 
respect: the possible action—or inaction—of other centres. 
If we declare convertibility while other centres remain to all 
intents and purposes inconvertible, then we expose ourselves 
to strains which at the present time do not arise and which, 
unless our position is much stronger than it is at present, might 
easily be much more than we could bear. If sterling becomes 
convertible then any centre at present suffering from a dollar 
shortage may easily be tempted to impose additional limitations 
on imports from the United Kingdom. Of course this is not 
inevitable; and convertibility might bring with it other 
compensating advantages. But once bit twice shy; it would 
seem an unwise policy to proceed to a unilateral declaration of 
convertibility when a multilateral declaration would make the 
position so much easier. Here again is a matter which is a 
suitable subject for international negotiation and in respect of 
which very helpful plans are conceivable. But if negotiation is 
without effect, that would be an additional reason for caution. 

All this may seem a betrayal of the cause to those who 
hope from convertibility the immediate adoption of those 
practices which make possible its continuance, however great 
the strain which they impose. But this is not my hope. I 
confess freely that if I thought that a once-for-all decision of 
this sort would discipline us for ever into ways of good sense, 
I should find the prospect very attractive. But that is very 
unlikely to happen. Much more likely is the discrediting, for 
our generation, of the whole idea of convertibility. How much 
better to persuade governments to take the necessary measures 
first so that convertibility comes as the logical and advantageous 
conclusion of a policy that is not likely to be reversed. 








VII 
STABILITY AND DEVELOPMENT 

The measures which have been discussed so far should 
have the effect, if resolutely carried through, of restoring 
something like balance throughout the world, provided that 
expenditure in the large remains roughly stable, that is to 
say, immune from severe contractions and tending to advance 
as rapidly as the advance of population and production, but not 
more rapidly. But they do not, by themselves, ensure the 
fulfilment of this condition. They provide for relative, not 
absolute, stability. 

Now there can be no doubt that, in this connection, a 
very special responsibility rests with the financial authorities 
of the United States. This is not because there is necessarily 
any special economic advantage in bigness as such, but merely 
because the volume of expenditure which they control is so 
large relatively to the rest. If the U.S. authorities manage to 
avoid severe contractions in aggregate demand and to keep the 
money incomes of the citizens approximately in step with their 
own increase of production, we may face this part of the future 
with reasonable calm. In such circumstances a severe collapse 
of aggregate demand elsewhere is unlikely, although, as we have 
seen to our cost, local inflations, with all that they imply for 
international unbalance, are not ruled out. 

Nevertheless, this seems eminently a field in which 
international co-operation is desirable if it can be arranged. 
There is no laissez faire presumption here, no reason to suppose 
that, given modern credit systems, the unco-ordinated activities 


of central banks will necessarily lead to the best volume of | 


aggregate demand throughout the world as a whole. Concerted 
attempts to achieve this ideal have therefore some presumption 


in their favour. Arrangements which would have the effect of | 


minimizing irrational swings of expenditure would be very 
much in the general interest. 

But where are such arrangements to be found? In recent 
months there has been much talk of plans for the stabilization 
of the prices of staple foods and raw materials. In principle 
there is nothing against such projects, provided that by 
stabilization is meant the evening out of short-period 
fluctuations rather than interference with long-period trends. 
But such aims are easier to postulate than to achieve. The path 
to stabilization is beset with dangers of restrictionism, and the 
consolidation of sectional interest. The predatory nature of men 
organized as groups of producers and backed by governmental 
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authority, has to be seen close up at international conferences 
to be believed. Personally, having begun with a lively desire 
to see some experimentation on the lines of the buffer stock 
plans discussed in various quarters during the war, I have 
gradually come to entertain very limited hopes in this direction : 
the famous principle, “‘ equal representation for consumers 
and producers ’’ is usually the fagade for a ramp. In present 
circumstances, if anything of this sort is to attempted, 
I should have much more hope of action based upon the 
existing beginnings of arrangements for co-ordination of 
purchase of strategic materials. Here at any rate is a field in 
which, in the present state of the world, governments will 
almost certainly be led to operate, a field in which highly 
deleterious influences may arise if there is not some 
co-ordination of buying policy. Is there not good reason for 
trying to build upon what exists already—for trying to bring 
it about that the purchases of governments, so far from 
accentuating the ups and downs of markets, in fact have a 
damping effect ? 

But the main effort in the direction of general stabilization 
must be made in the sphere of finance. The logic of develop- 
ment would seem to point to central banking arrangements, 
if not for the world as a whole, at any rate for the Western 
Alliance and the free world at large. If there were no political 
boundaries this would be an easy matter. In a world in which 
the political divisions even within this group are unlikely early 
to disappear, it is a matter of much greater difficulty. Yet surely 
it is the goal to keep in mind. One money, one credit system 
for the free world—this would be the best means of securing 
the stability we need. The problem is to find practical ways of 
adapting existing institutions and existing habits so as to work 
gradually in this direction. 

In this connection thoughts naturally turn to the existing 
international institution which was intended to serve this 

urpose : the International Mone Fund. Now the best 

iend of that institution could hardly contend that hitherto 
it has fulfilled the high hopes which were held at its foundation. 
But before we decide that it is to be written off as a failure 
and some other institution put in its place, it is worth while 
asking whether there is no possibility of modifying its 
procedures and statutes so as to render it more effective. 

The most patent deficiency of the Monetary Fund so 
far has been that it has not been used. Either because of the 
disinclination of some members to have recourse to it or 
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because of the disinclination of the governing body to risk its 
funds, the volume of business has been negligible. To suppose 
that operations on this scale could ever provide an appreciable 
stabilizing influence in the world is to misconceive the nature 
of the problem. If nothing more than this is possible within 


this framework, then we may be sure that sooner or later the | 


Monetary Fund will die. 

Four things are necessary before the Monetary Fund can 
begin to perform the functions that are necessary, if something 
like central banking arrangements for the Western World are 
gradually to come into being. 

First, there must be some modification of the absurd 
system of government whereby the most delicate, the most 
responsible business of the Fund has been conducted by a large 
board of directors or their alternates, sitting in almost con- 
tinuous session. There must be reasonable provision for 
effective negotiation : some regard must be had to the maxim, 
so essential in financial discussions, that you can’t tell all the 


chaps all the time. The conduct of affairs needs to be | 


concentrated into the hands of a small number of trusted figures 
with full authority often to go ahead for weeks or months at a 
time with operations which they are under no immediate 
obligation to report to the governing body. This does not mean 
that no report is ultimately necessary : it only means a reason- 
able elbow room for conducting this sort of business the way 
it has to be conducted if it is to have any chance of success. 
The present system is altogether ridiculous ; and if it continues 
— can complain if the really important decisions are made 
outside. 

Secondly, the Fund needs more money. Certainly it has 
not been cramped in this respect hitherto. But that is because 
it has not been properly in action. If it is to discharge lar 
functions of international stabilization, there must be a back- 
ground of sufficient resources—of capacity to pay out freely as 
a lender of last resort. How this should be achieved is a 
technical problem of great delicacy. But, on the assumption 
that an attempt is to be made to use the Fund for these purposes, 
it would seem to be at least as hopeful a way of using some of 
the money that may be available for purposes of reconstruction 
as many other plans which have been taken quite seriously. 

Thirdly, if there is to be more lending and borrowing then 
it is necessary to modify the requirement that the Fund and its 
officials should have no right to comment on the business of 
members and no right to take into account domestic policies 
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when deciding on eligibility for credit facilities. The require- 
ments to this effect written into the statutes, as is well known, 
very largely at the instance of the United Kingdom, were wrong. 
The idea that you can have an effective international credit 
institution without the power to say boo to a goose was not good 
sense. At the time it may have been necessary in order to induce 
governments to consent to co-operate at all. But it was back- 
ward looking rather than forward looking; and all the inter- 
national co-operation that has achieved a ha’porth of good since 
that time has tended in the other direction. If the Fund cannot 
ask of its members the same willingness to submit to scrutiny 
and advice as the European Payments Union or N.A.T.O. its 
future is indeed dim. 

Fourthly and above all, it is necessary that the two biggest 
partners in this enterprise should be resolved to make it work 
and be an instrument of common policy. Given goodwill and 
agreement on the part of the American and British financial 
authorities, a great deal which has seemed difficult in the past 
would at once become possible. In the absence of this attitude, 
it would be better to write the whole thing off and begin 
afresh on other lines. 

Throughout these notes I have said nothing of military 
aid and international investment. This has been quite 
deliberate. So far as military aid is concerned, there is no reason 
to suppose that it will not go on in some shape or other, and will 
not play an important part in relieving fiscal strain in the 
countries concerned. But from the point of view of these notes, 
it is important that policy should not be based on this 
assumption. We preen pors so to conduct our affairs that they 
are in equilibrium, whether or not we are securing special 
easement of military burdens. As for development in the 
wider sense, we have already the International Bank, alone 
among international institutions in having justified any reason- 
able expectations that may have been entertained when it 
was created. It is true that the amount it has lent has not 
been large as international financial transactions go. But it 
has been quite as much as it could have lent prudently. If, 
as time goes on, larger openings present themselves, beyond 
its present capacity to finance, the very fact that so far it has 
been careful and has only lent its funds after proper 
investigation rather than poured them out on the ill-considered 
schemes which have been pressed upon it, will make it easier, 
not more difficult, to arrange the necessary extensions of its 
facilities. For the rest, although the world badly needs develop- 
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ment, I take the view that expenditure of this sort should 
be looked upon as a consequence rather than a cause of the 
establishment of reasonable international balance. Given con- 
fidence and a demonstration of the willingness and ability of 
the various governments of the free world to pay their debts 
and to provide for the reasonable treatment of funds which are 
invested within their borders, the provision of development 
finance should not be a matter of very great difficulty. 


VIII 
POLITICS AGAIN—THE FUNDAMENTAL DESIDERATUM 
But that brings us back to the political assumptions from 
which we started, although, so to speak, from the reverse 
direction. There it was a question of doing nothing in the 


economic sphere which would upset political solidarity. Here » 


it is a question of action in the political sphere which makes 
harmonious economic development possible. For confidence 
will not be re-established, there will not be an adequate flow of 
international investment, there will be no stable economic 
progress, unless there is political stability in the world. And 


there will not be political stability in the world unless the | 


Western Alliance is strong and united. Sufficient military 
power to resist aggression and sufficient political unity to 
maintain continuity of policy—these are not alternatives to 
economic stability and progress, they are its essential pre- 
conditions. If the West is strong and united, then eve i 
else is possible. If it is not strong and united then there is no 
future at all. Unwise economic policies can upset political 
unity. But, in this most perilous epoch of Western Civilization, 
without military power and political solidarity any kind of 
economic policy is necessarily founded on sand. 


LIONEL ROBBINS. 
The London School of Economics. 
15th December, 1952. 
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The Economics of an Ageing Population 
By W. A. B. Hopkin 


I 

UCH has been heard in recent years of the changing 

age-distribution of the population and of its potentially 

damaging effect on the national standard of living. 
Proposals, some of them drastic, have been made for altering 
the existing system of social services so as to avoid or mitigate 
the evil consequences expected to follow from demographic 
trends. This article will assess the probable effect of the 
changing age-composition of the population on our future 
money of living and indicate some of its implications for 
policy with respect to old-age pensions. For both purposes it 
will be useful to begin by surveying the statistical material 
on which the forecasts are based. In the main, attention 
will be focused on those aspects of the problem which are 
capable of quantitative assessment; this does not mean, of 
course, that other aspects of the problem are not also important. 
In particular, no account is taken here of the psychological 
consequences of a change in age-distribution. The scope of 
the discussion is also limited in another way: it is almost 
entirely confined to the problems raised by the increasing 
numbers, absolute and relative, of old people and takes little 
account of changes in age-distribution within the population at 
younger ages. 

For an account of what may reasonably be expected to 
be the trend of population in the next decades we may turn to 
the Report of the Royal Commission on Population, published 
in 1949 (Cmd. 7695). The Royal Commission do not offer 
definite predictions of the future course of events, but they give 
a number of figures selected from a series of population 
“ projections ”’ of the kind with which we are all now familiar, 
and in describing the assumptions underlying these they give 
some indication of what, in their view, would be a reasonable 
basis for vey en Following these indications we can dis- 
cover that the Royal Commission had no doubt that there would 
be in future a general shift in age-balance towards the older 
groups. The average age of the population of Great Britain, 
which is now 353 years, would rise by 1982, according to the 
account they give, to something like 39 years. The number of 
old people and the proportion they bear to the total population 
would rise considerably. If, for example, we take the 
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‘ over 65 ’’ age-groups as our measure of the “ old,”’ it appears 
Ps their total numbers, which were 5-4 millions in 1952, 
might be expected to rise to about 8-2 millions in 1982, an 
increase of over a half. During the same period the saaier 
of people under 65 was not expected to increase at all, so that 
the proportion of people over 65 to the total would go up 
pari passu with their numbers. From 11 per cent. of the total 
in 1952 it would rise to about 16 per cent. in 1982. Or, to put 
the point in a slightly different way, whereas in 1952 there 
were more than six persons of “ active’’ age (between 15 
and 65) for every person over 65, by 1982 this ratio will have 
fallen below four to one. 


II 

The first question these forecasts raise is whether they are 
reliable, not in detail but in general effect. Is the broad picture 
correct? To answer this question it is necessary to decide how 
much reliance can be put on the various assumptions on which 
the figures are based. 

Forecasts of the future numbers of old people are made with 
the greater confidence because for many years ahead they will 
consist entirely of the survivors of people already alive, whose 
— numbers are accurately known. Up to the year 2017 

rediction of the population aged over 65 in this country 
es ves forecasting the strength of only two forces, those of 





death and migration. As regards mortality-rates, the Royal | 


Commission assumed a continuance at all ages of the downward 
trend which has been on the whole a fairly steady feature of the 
last half century. This assumption may, of course, be falsified 
by events, but some limits can be set to the range of reasonable 
speculation on the matter. Thus if we exclude, as beyond the 
scope of quantitative estimation, the possibility of cataclysmic 
wars or other abnormal catastrophe, it is reasonable to suppose 
that future death-rates will not in any case be higher than those 
of today. The continuance of present-day mortality can thus 
be used as a maximum estimate of future mortality. On this 
assumption the Royal Commission’s figures show the popula- 
tion over 65 as increasing by 1-9 millions between 1952 and 
1982, instead of by 2-8 uiileds on the declining mortality 
assumption. We can thus accept with very considerable 
confidence the forecast that the numbers of the old will show a 
large increase in the next generation. In fact, of course, some 
decline in mortality must be expected, since so many of the 
forces which have reduced mortality in the past—improved 
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health services, advances in medical technique, rising standards 
of consumption and of education—are pretty certainly going to 
continue in the near future. Thus it does not seem at all 
likely that the Royal Commission’s figures overstate the growth 
in the numbers of the old through assuming too low a rate of 
future mortality. 

May it not be, however, that they have erred in the other 
direction—of underestimating future numbers of old people by 
assuming too high mortality ? A glance at the figures oe death- 
rates show that, so far as mortality at the younger ages is 
concerned, there cannot be much room for error of this kind. 
At ages under 45 the forecast death-rates are themselves so low 
that greater reductions would make only a small difference to 
the number of survivors. For higher ages, however, the tale is 
different. The future decline in — assumed by the 
Royal Commission was much more gentle for higher than for 
younger age-groups, and at the very oldest ages it was very 
gradual indeed—reflecting the fact that the rates of mortality 
at these ages had fallen rather slowly in the last half century 
before the Royal Commission’s base date, 1947. It has more 
than once been argued that a sharp decline in death-rates at 
high ages was in immediate prospect, and certainly there is no 
reason to rule out such a development. No one can say 
dogmatically that medical knowledge, which has improved so 
dramatically in recent years, may not almost overnight extend 
the span of, life at high ages by five, ten or even more years ; 
and if this should occur the resulting increase in the population 
of old people would be enormous. The possibility was 
recognized by the Royal Commission, but was regarded by 
them as being too speculative to be made the basis of their 
forecasts. In the period of some years which has passed since 
their examination of the problem, the mortality trends have 
been such as to confirm their caution rather than the reverse. 
A dramatic fall in death-rates at high ages may be just around 
the corner; but it does not seem to have happened as yet. 
We are entitled to regard the Royal Commission’s forecast 
populations of old people as more likely to be under-estimates 
than over-estimates, but we are not, so far, entitled to regard 
them as being palpably too low. 

The other factor which might affect the future numbers of 
old people is emigration, or rather any excess of emigration _— 
immigration. The figures from the Royal Commission R 
pv en above assume no net emigration or immigration. he 

ture size and even the direction of future net migration 
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are very difficult to predict. In the early post-war years there 
was a large net emigration from the United Kingdom, but 
there are already signs pointing to a reduction in the move- 
ment. On the whole it would seem reasonable to postulate a 
net outward movement over a long period, but allowing for the 
inevitable fluctuations it would probably be realistic to put a 
rather low average figure on it. On this assumption the figures 
given above may somewhat overstate the prospective future 
numbers of old people. On the other hand, as will be seen 
below, an allowance of this kind for a continued net emigration 
is likely to affect the population at younger ages still more. 
We cannot, indeed, judge the significance of a future 
increase in the numbers of old people unless we have some idea 
of the trend in numbers of younger people against which it will 


be set. We are thus forced up against the difficulty of forecasting | 


future births, which could be avoided in discussing the future 
numbers of the old. The Royal Commission’s treatment of 
this problem was based, in the main, on the assumption that 
the average size of family would remain in future at about the 
present level. This was the basis of the figures for future age- 


distribution given in Section I above. If family size were to | 


fall, the effect would be to emphasize the change in age-balance, 
and if the fall were large the effect on age-distribution could be 
drastic. Thus a 20 per cent. fall in average family size would 
lead to a doubling (though only in the very distant future) of 
the present proportion of people over 65. However, the Royal 
Commission showed that, after a very large and continuous 
decline from about 1870 to about 1930, the average size of 
families has been surprisingly stable over the last two decades. 
While we have no definite reason to expect that this stability 
will continue in future, it does seem reasonable to suppose that 
any future changes are unlikely to be either very large or very 
sudden. Thus in this respect the Royal Commission’s choice of 
assumptions seems not unrealistic. 

e net flow of migration comes into the argument again 
at this point. Not only does it affect the future numbers of the 
old but it also affects, and to an even greater degree, the numbers 
of the younger age-groups. The Royal Commission’s figures 
show, however—and this goes contrary to what is sometimes 
supposed—that the effect on age-distribution of a moderate 
flow of migrants in either direction is relatively small. A con- 
tinued net outflow tends to raise the proportion of the old, but 
the effect would be large only if the volume of emigration were 
enormous. The general picture given by the figures in 
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Section I does not, therefore, come under serious criticism on 
this account. 

The upshot of this discussion is that the figures quoted 
from the Royal Commission Report give a forecast of trends in 
age-distribution which looks reasonable enough in the light of 
experience so far. The only really serious chance of a major 
divergence from this prediction seems to lie in the possibility of 
a dramatic fall in death-rates at high ages, and this, though it 
cannot be ruled out, has not yet made any definite appearance. 
We can be pretty sure that the Royal Commission have not 
overstated the change in age-balance that is in store for us; 
it is possible, though not more, that they have seriously under- 
stated it. on 


To get this prospect of the future into a correct per- 
spective it is essential to appreciate that it represents the 
continuation of a trend which has been in progress for many 
years and is already far advanced. As was stated in Section I, 
the average age of the population is expected to rise from the 
present 35} years to 39 years in 1982, i.e. by 3} years; but 
it has already risen by more than eight years since 1891. 
In the 19th century the population was a “ young ”’ one, for 
two separate reasons. First, the heavy mortality kept down 
the proportion of people who survived to the higher ages. 
Secondly, the population was rapidly increasing, so that at 
any time the older people were the survivors of a much smaller 
original body of children than those from which the younger 
age-groups were derived. Victorian families were so large 
that in spite of the high mortality-rates each generation was 
about 40 per cent. more numerous than its parental generation. 
Asa sand the proportion of young people was even higher, and 
of old people even lower, than would have been the result of 
the mortality-rates of the period in a stationary population. 

Since about 1870 two important changes have taken place. 
On the one hand, mortality-rates have fallen to such an extent 
that seven out of ten children born can now expect to survive to 
the age of 65, whereas in the 19th cutuey ten than one in 
three did so. Secondly, the size of family has fallen to such an 
extent that, even with this much lower wastage by mortality, 
the rate at which children are born is not quite sufficient to 
ensure the replacement of the population in the long run. It 
is no longer true that each generation tends to be more 
numerous at birth than its predecessor. 

These two changes have necessarily produced a trend 
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towards an older population. Further, whatever we may think 
of this particular consequence, we must accept the changes 
themselves as both irreversible and on the whole thoroughly 
desirable. This scarcely requires arguing in the case of the 
first factor, the fallin death-rates. As regards the second factor, 
the slowing down of population growth, it is hardly possible to 
doubt that this has on the whole proved advantageous. A con- 
tinued increase in numbers at anything like the 19th cen 
rate would have rendered our economic position, difficult 
enough as things are, quite intolerable. A population of some- 
thing like the present size seems to be about as much as, if 
not more than, this island can support at a reasonable standard 
of life in the economic conditions of the world today, and we 
must be glad that we have not to contemplate great further 
additions. 

The adjustment of the age-balance to these changed 
demographic conditions, though it has already gone a long way, 
is not yet complete, and the future change which has already 
been shown to be in prospect represents to a great extent the 
remainder of this adjustment. At present, eleven people in 
every hundred are over 65. In a stationary population living 
permanently under present-day death-rates, the proportion 
would be over 13 per cent., and in this sense we can say that 
the actual figure is still below a “ normal ”’ level for modern 
mortality. Further, the ratio which would be “ normal” for 
a population living under the lower death-rates which the 
Royal Commission forecast for thirty years ahead would be 
15°8 per cent. Thus the rise to 16 per cent. which has been 
predicted for the next thirty years does not represent a move- 
ment from a normal situation to an abnormal one, but rather 
the final stages of the change-over from a rapidly growing 
population with high mortality to a roughly stationary popula- 
tion withlow mortality. Itis not, as is sometimes wrongly thought, 
to any great extent the consequence of families nowadays 
being “‘ too small.” It is true that in recent years the average 
size of family seems to have been slightly too low to guarantee 
the ultimate maintenance of the population in full. But the 
deficiency is small and the Royal Commission have shown that 
even if it were made good by a rise in family size the picture of 
the future would not be greatly different from that given in 
Section I above. 

If, then, the change in age-balance which is likely to occur 
in the next thirty years is but the continuation of a process 
which has been going. on for over fifty years and has in fact 
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already gone most of the way, does it follow that we have 
nothing to fear that we have not already experienced? In fact 
it does not follow, for there is one important respect in which 
the future change in age-balance will differ from the past trend. 
A comparison of the age-distribution of the population now 
with that of, say, 1851, shows for 1952 a much smaller pro- 
portion of children under 15 (22 per cent. as against 35 per 
cent.) and a much larger proportion of old people (11 per cent. 
as against 5 per cent.). The reduction in the proportion of 
children has, however, been much greater than the rise in the 
proportion of old people. If these two groups are taken together 
as representing what may be called the “‘ dependent ”’ popula- 
tion, the ratio of the total dependent population to the whole 
has fallen from 40 per cent. to 33 per cent. This change is, 
of course, favourable to the average standard of living, since it 
carries with it a rise in the proportion of producers to 
consumers. 

In recent years, with the stabilization of average family 
size, the proportion of children in the population has ceased 
to fall; and in future we cannot expect any substantial offset 
to the increase in the number of old dependents. Over the 
next thirty years, the under 15’s and over 65’s taken together 
may be expected to rise from 33 to more than 36 per cent. of 
the total population. In the past, the change in age-balance 
has been such as to leave each person of working age with a 
smaller average number of dependents; in future, the reverse 
will be true. 
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IV 

The effect on the national standard of living of the rising 
proportion of old people cannot be forecast at all exactly ; but 
we can at least calculate the order of magnitude of the problem. 
A change in age-distribution exerts its principal economic 
effects via the change in the relative numbers of producers 
and consumers in the population. Every member of the 
population is a consumer, though we do not all consume equal 
amounts. Not every member of the population is a producer, 
and different age-groups differ enormously in the proportion 
of producers among their members. They differ also, though 
to a lesser extent, in the average output of such producers as 
the group contains. 

We know from the census the proportions of people in 
each age-group who are recorded as “occupied”. Let us 
assume that these proportions will be the same in 1982 as they 
were in 1951 and apply them to the population forecast for 
1982. The indication is an increase—on this basis—of 760,000 
in the number of “ producers” and of 3} millions in the 
number of “‘ consumers”. There would be a fall of 3-7 per 
cent, in the number of producers per consumer. This does not 
mean that average real income per head is at all likely to fall 
by 3:7 per cent. over the next thirty years; on the contrary, 
it is far more likely to rise, since the forces tending to raise the 
standard of living should considerably more than offset the 
adverse effect of the change in age-distribution. What it does 
indicate, at least roughly, is the extent to which the average 
standard of living will in 1982 be lowered below the level it would 
have had if age-distribution had remained the same as in 1952. 

Calculations of this sort must be regarded with caution, 
for a number of reasons. One is connected with the treatment 
of women engaged in unpaid domestic duties. Some part of 
the increase in the ratio of consumers to producers calculated 
above merely reflects the convention which treats as unpro- 
ductive anyone engaged, however fully and usefully, in unpaid 
work at home. It is not easy to correct the calculation for this 
defect at all precisely, since there is no statistical information 
about the distribution of unpaid domestic work. To make a 
rough correction possible we may assume that the proportion 
of women at each age who are in this wider sense “* producers ”’ 
is the same as that obtaining among men, and that both are 
(and will remain) measured by the proportion of men 
“ occupied ’’ in the 1951 census. In view of the well-known 
reluctance of the housewife to “ retire,”’ this assumption can 
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hardly be said to be unduly favourable to the productivity of 
women. If the calculation is re-worked on this assumption, 
the decline in the number of producers in relation to the number 
of consumers would not be 3-7 per cent., as suggested above, 
but only 2-9 per cent. 

These calculations have been made on the assumption 
that all members of the population are equal as consumers, 
and all “‘occupied’’ persons equal as producers. This, 
however, is an over-simplification. In particular, it could 
be argued that, since many of the old people recorded as 
occupied are likely to be working for less than the normal 
hours or at less than the normal rate of output, the figures give 
an unduly favourable picture of the future. It is not possible 
to make a quantitative allowance for this factor, but its 
importance can be over-estimated. More than half the men 
over 65 who are recorded as “ occupied ’’ are under 70, and 
there is evidence from employers that the men who stay at 
work after retiring age are very commonly found to be actually 
superior in important respects to their younger fellow-workers. 
Further, if we are to allow for a deficiency of the old as 
producers, we must also allow for the fact that their consump- 
tion is less, on average, than that-of younger people. The 
available information about the consumption levels of different 
age-groups, though sufficient to show that considerable 
differences exist, is not sufficiently precise to allow of exact 
statistical argument. It is to be hoped that future work in the 
field of family expenditure will be planned so as to yield the 
information necessary for this purpose—the interest of such 
information being, of course, much wider than that of the 
present context. In the meantime, it does not seem unreason- 
able to offset the deficiency of old people as consumers against 
the fact that as producers some of them are not up to normal 
standards of productivity. 

To sum up, it does not seem unreasonable to conclude 
that changes in age-distribution over the next thirty years will 
reduce living standards by no more than 3 or 4 per cent. 
compared with what they would otherwise have been. Over 
such a period this may seem a surprisingly small and rather 
unimportant figure. It is—or used to be—very commonly 
assumed that, owing to technical change, capital accumulation, 
etc., there was a progress in productivity tending to raise 
average real income per head by about 14 per cent. per annum. 
Although in fact there is very little to justify selecting a 
Serticuler figure, past experience certainly suggests that it 
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would be unrealistic, when forecasting over a long period, not 
to make a substantial allowance for such progress. The more 


recent experience, for which there is also much the best | 


statistical information, has shown growth at anything but a 
steady rate, but is not inconsistent with a normal rate as high 
as 14 per cent. annually or even higher. If we accept this figure, 
we must suppose that over thirty years rising productivity will 
tend to raise income per head by more than 50 per cent. In 
this context a loss of some 3-4 per cent. through changing 
age-distribution, though not entirely insignificant, cannot be 
called catastrophic. . 


In the light of this analysis, it seems clear that there is 
nothing in our ey toe situation which would justify panic 
measures such as, for example, the wholesale scrapping or 
violent cutting down of the old age pensions system. On the 
other hand, there is no doubt that in considering the provisions 
via the pensions system and in other ways for the maintenance 
of old people we ought always to work out the costs and benefits 
of any proposed measure that will accrue in future, as well as 
those that will appear immediately. As a general principle it 
would seem reasonable to avoid as far as possible arrangements 
which will tend to lower the ratio of “ producers” (adjusted 
for levels of productivity) to ‘‘ consumers ”’ (adjusted for levels 
of expenditure). This is the fundamental principle ; though in 
its application we must always take account of the fact that a 

eat part of the consumption of the old is financed from public 
Funds via old age pensions. These funds have to be raised by 
taxation of one kind and another, and must involve some 
economic loss through the effects of taxation on incentive and 
in other ways. Thus a rise in the consumption standards of 
the old financed in this way is likely, besides involving a 
compulsory transfer of equal amounts from younger people, 
to do some damage to the productive effort of the country. 
This point has the more force in Great Britain today since 
under present plans the whole cost of the future increase in the 
bill for old age pensions will fall on the general budget, with its 
heavy reliance on progressive income tax as a source of revenue. 

In applying these ideas to practical proposals it is 
important to keep both the “ producer ”’ and the “‘ consumer” 
aspects of the problem in mind. The tendency, which is 
sometimes in evidence, to concentrate on one of these aspects to 
the exclusion of the other is a dangerous one. An example is 
the criticism which has sometimes been made of the present old 
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age pensions: that because they are conditional on retirement 
they tend to encourage people to give up work, so reducing 
the number of producers. From this the inference is drawn that 
the old age pension ought to be paid to all persons over the 
normal retiring age, whether they have retired from work or 
not, and definite proposals to this effect have more than once 
been made. Such proposals indicate a concentration on 
increasing the number of producers, and so the size of the real 
national income, to the disregard of the distribution of that 
income. For those past retiring age who intend to go on working 
in any case, it would, of course, be a very convenient arrange- 
ment to be able to draw a pension without conditions. But 
their gain would be a loss to all the rest of the working popula- 
tion. The only gain to production would come from those 
who would work if they have both their earnings and a pension, 
but not if they have only their earnings. And this additional 
output would be paid for by the rest of the community at a 
rate well above that of other people’s work. This surely is 
adding to the national production at a cost disproportionate to 
the value of the additional output. 

What seems to be wrong with our present arrangements is 
not that the pension is conditional on retirement, but that 
retirement with a pension is available to, and often compulsory 
upon, people very many of whom would be quite capable of 
staying at work for some time longer. This is evidence that 
lack of income has in the past been the chief cause impelling 

ople to continue work beyond normal retiring age ; and while 
it would be inhuman to use poverty as a weapon to force people 
genuinely beyond working to carry on, there is no sense in 
arrangements which provide a gratuitous income to those who 
are perfectly able to contribute to the social effort. In recent 
years a good deal of evidence has been accumulated to show 
that it is rather the exception than the rule for a man to be 
genuinely past work at 65. 

The reform of our old age pensions system for which the 
case seems strongest is a rise in the pension age. An increase 
of two years in the average length of working life would 
roughly balance the economic effects of the increasing pro- 

rtion of old people as measured in the preceding Section. 
t does not follow, of course, that this gives the measure of 
what is now required or will be required in the future. We 
must never forget that there is always round the corner the 
possibility of a sharp drop of death-rates at high ages, and hence 
of a great increase in the population of old people. Moreover, 
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if at any time there are productive economic resources going 
to waste, it would be sensible to try to alter the arrangements 
which cause the waste, even if there were no adverse demo- 
graphic tendency to combat. 

The first and most essential step of all is, however, to 
eliminate from the national insurance system the commitment, 
moral if not legal, to provide a retirement pension at a definite 
age laid down years or even decades in advance. This 
proposition may appear outrageous to those who, misled by 
the name and superficial appearance of the national insurance 
system, think of the relation between the insured person and 
the fund as if it were a voluntary contract in which the con- 
tributors, on average at least, receive back the money they put 
in and no more. In fact, not only does the average contributor 
get back far more than he puts in, but the disproportion is 
increasing all the time as the cost of pensions rises and the 
revenue from contributions remains approximately constant. 
In these circumstances there can hardly be a moral obligation 
on the fund to guarantee a definite pensionable age regardless 
of circumstances. Yet the presentation of the scheme to the 
public in the past has always been such as to create the impres- 
sion of a firm commitment to which the contributor is entitled 
by virtue of his contributions. 

If the pension age were raised tomorrow, millions of 
contributors would feel that they have been cheated of their 
rights and there would be a tremendous outcry. This is a 
dangerous state of affairs, since it can be predicted with 
considerable confidence that sooner or later a government will 
feel y= to raise the pension age. Unless this change is 
to be delayed far beyond the desirable time, and then to be 
made with the maximum of consequential resentment and 
anger, it is necessary that the principle should be publicly 
established that the age at which retirement pension may be 
claimed is variable, and will probably be raised as time goes 
on. A government which eo such an announcement would 
obtain no immediate credit and probably some immediate 
odium, but it would earn the gratitude of its successors by 
establishing the conditions in which the pension arrangements 
could subsequently be adjusted to changes in the demographic 
and economic circumstances of the country. 


W. A. B. Hopkin. 


National Institute of Economic and Social Research, London. 
November, 1952. 
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Economic Policy in the Netherlands 
By G. M. Verrijn Stuart 


HE economic, financial and monetary problems which 

faced the Netherlands at the end of the war were many 

and difficult. War devastation was serious. Nearly half 
our industrial machinery was lost through German looting and 
destruction, large parts of the country were flooded, roads were 
damaged and bridges and practically the whole railway system 
were destroyed. After five years of occupation severe inflation 
was rife: goods were scarce, money was plentiful. 

Strong and energetic measures were needed. To reduce 
the volume of purchasing power in the country, a thorough 
“ monetary purge ’’ was carried out by the Government in the 
autumn of 1945. Rationing and price control were enforced— 
and owing to the extreme scarcity of goods of all kinds it took 
several years before these could, in general, be abolished. 
Wages were kept under control—and remain so today—by 
reference to an average family budget designed to guarantee a 
decent minimum standard of living on the one hand and, on 
the eet, to keep the cost of production at a reasonably low 
level. 

In spite, however, of the drastic monetary purge and the 
fairly satisfactory recovery of production we did not succeed in 
avoiding a fresh bout of inflation after the war. Government 

enditure remained high, the result, in the main, of the 
difficulties in Indonesia, the burden of the inflated national 
debt, the restitution of war damage, improved social welfare 
measures and the policy of subsidizing consumer goods in 
order to keep the cost of living at a low level relative to wages. 
The result was that, with the possible exception of the first few 
weeks after the monetary purge, inflationary pressures were 
evident throughout the whole post-war period. In 1949 it did 
seem, it is true, that monetary equilibrium was near at hand, 
with a consequent considerable relaxation in rationing and price 
control. Production had expanded, the Government’s financial 
position was healthier and the balance of payments deficit 
appeared to have become manageable again. 

No sooner was the extended liberalization of international 
trade put into effect, however, than it became clear that 
domestic purchasing power was still excessive and the deficit 
om overseas account increased rapidly. Devaluation in 
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September, 1949, moreover, did not help to restore external 
~~ em owing to the special characteristics of the Netherlands’ 
economic structure: the dependence on overseas sources for 
the great bulk of our raw materials together with the existence 
of only a few really “ strong ’’ export products. The outbreak 
of the Korean war and the following steep rise in raw material 

rices seriously aggravated an already dangerous position and 
. the autumn of 1950 it was evident that, with our monetary 
reserves draining away, special measures were imperative if 
catastrophe were to be avoided. 

The initiative was taken by the Central Bank on September 
26th, 1950, when, after a lapse of some years, the classic method 
of raising the Bank Rate was once more adopted. The Rate 
was put up from 2$ to 3 per cent. and at the same time a system 
of ‘* quantitative ’’ credit control was formulated and put into 
effect on January 1st, 1951. Under this system, entirely new 
in the Netherlands, the commercial banks could choose between 
two different methods of credit restriction: either they could 
hold a fairly high minimum reserve of liquid assets or they could 
limit the amount of their loans and advances to 105 per cent. of 
the total on September 30th, 1950. Whichever method was 
adopted, if a bank failed to conform to the limit set it had to 
obtain the difference from the Central Bank by re-discounting 
commercial bills, Treasury bills or promissory notes at the 
prevailing Bank Rate. Furthermore, in April, 1951, the Bank 
Rate was again raised, from 3 to 4 per cent. 

The reasons for the introduction of this new system of 
credit control lie in the large issues of Treasury bills made 
during the war and in connection with the monetary purge of 
1945. These were only partially funded, owing to the low 
interest-rate policy which the Government wished to follow, 
and a prema ry e volume had been taken up by the com- 
mercial banks. With the urgent demand for goods after the 
outbreak in Korea, there was an increase in the demand for 
new loans and advances at a time when the inflationary poli 
of the Government itself had almost come to an end. In su 
circumstances it is, of course, practically impossible to make 
Bank Rate effective and it was to this end that the Central Bank, 
through the system of a required minimum liquidity reserve, 
immobilized the larger part of the commercial banks’ Treasury 
bills or, according to their choice, imposed on them a maximum 
limit to their loans and advances. 

It was the general opinion, nevertheless, that. the serious 
problem of the increasing overseas deficit could not be defeated 
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by purely monetary weapons alone. Realizing that these had 
to be supplemented by other measures, the Government in the 
autumn of 1950 put the whole question before the Social and 
Economic Council, its highest advisory body on such matters. 
The Council, in a report published in February of the following 
year, was of the opinion that equilibrium in the balance of 
payments could be restored by a systematic decrease of con- 
sumption combined with a cut in investment. On the basis of 
calculations made by the Central Planning Office, the Council 
came to the conclusion that equilibrium could be restored if, 
for example, consumption were reduced by 5 per cent. and the 
level of new investment by 10 per cent.; or, alternatively, by 
cuts of about 3 and 20 per cent. respectively. These calcula- 
tions were, of course, of a somewhat hypothetical nature but 
they were sufficient to give the Council an opportunity to outline 
a concrete plan of action. The new Government, headed by 
Dr. Drees as Prime Minister, accepted this line of reasoning 
and aimed, broadly, at a reduction of consumption by 5 per 
cent. and of investment by 25 per cent. 

How was this programme to be realized? Here one 
touches on an essential element in post-war Dutch economic 
policy: wage-control. As mentioned above, the prevailing 
system of wage-control was maintained after the liberation and 
is, in fact, still in force at present. Many wages determined in 
collective agreements between employers and trade unions are 
subject to approval by a special board of government officials ; 
in other cases this board can itself impose wage-rates in certain 
business undertakings. Discussions between employers and 
trade unions on general principles of wages policy often take 
place in a special post-war institution, the so-called Foundation 
of Labour, which also advises the Government and has, on the 
whole, functioned very satisfactorily : social conflicts and strikes 
have been very limited throughout the whole post-war period. 

In 1951, the Government succeeded in reducing con- 
sumption by 5 per cent. by abolishing the larger part of its 
subsidy payments. While the cost of living rose, as a result, 
by about 10 per cent., money wages were allowed to increase 
by only 5 per cent. It was due only to the wage-control system 
and the reasonable attitude of the population that this goal of a 
cut in consumption—which has proved so difficult to achieve in 
other countries—could be attained. 

The investment problem, on the other hand, was more 
difficult to solve. Government investment was restricted and, 
in the private sphere, it was mainly through credit restriction, 
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the control of new issues on the capital market and some changes 
in the tax system that the Government’s programme operated. 
In addition to all these measures, of course, the restoration and 
maintenance of a balanced budget was also necessary ; although 
it was not until 1952 that government policy as such took a 
disinflationary turn. 

Import restrictions, so important elsewhere, have played 
only a minor part in the policy of the Netherlands. For 


reasons both of principle and practice, the Netherlands is in | 


favour of the liberalization of international trade and has 
certainly contributed its share in this field. The whole 
programme of economic and financial measures, aimed at the 
necessary reductions in consumption and investment, was 


therefore based, in the main, on a combination of budgetary | 


equilibrium, taxation, wage-control, subsidy cuts, increase of 
Bank Rate and credit control. Before discussing the results 
achieved, it may be worth while posing the question whether 
this whole approach may be termed—as is often the case in my 
country and abroad—a “ return to economic orthodoxy.” 

In part, the answer is certainly in the affirmative. A rise in 


Bank Rate and a return to a sound budgetary position are — 


certainly classic methods of disinflation. But, on the other | 


hand, it cannot be denied that the policy pursued by the | 
Government and the Central Bank contains certain elements | 


which are entirely new to this country. In the first place, the 
system of quantitative credit control was unknown in the 
Netherlands until the beginning of 1951. Great Britain and 


the Netherlands were two of the very few countries which | 


before the war had no special legislation for commercial banks. 
In the Netherlands, the control of credit granted by such banks 
dates from the money purge of the autumn of 1945. At that 
time, a “‘ qualitative '’ system of control was adopted by the 
Netherlands Bank, aimed at the restriction of short-term credit 
for consumption purposes, for long-term investments and 
against the pledge of securities, all these forms of credit being 
considered dangerous to monetary equilibrium. This system 


was, however, fairly mild in character and in fact had little | 


influence. The post-war inflation was caused mainly by the 
Government; until mid-1950 the increase in bank credit to 
private businesses was not in the least showing any signs of 
abnormal growth. Nor could this be said of the increase in 


bank lending during the second half of 1950—it was only | 


because of the abnormal holdings of Treasury bills by the 
banks that the quantitative restriction of credit to business was 
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deemed necessary. This was an entirely new element in Dutch 
monetary policy and, on this score, one cannot possibly pretend 
that the Netherlands has returned to the classic pre-war 
methods. 

The same applies to another important element in govern- 
ment policy : wage-control as a means of regulating the volume 
of consumption. This system has been of vital importance to 
our whole economic situation—it was only through wage- 


control that the reduction of consumption in 1951 was achieved 


—and it is certainly to the rather moderate level of wages that 
the recent distinct improvement in our position is due. 

The whole government programme of 1951 was a mixture 
—and, in my opinion, a good one—of old and new principles 
of economic, social and monetary policy. Government inter- 


' vention in economic life is much more important nowadays 


than it was pre-war. The majority of the population admittedly 
adheres to the system of private enterprise with as much 
freedom as gusaihie thane the view-point of the general interest. 
But this must not lead to the false conclusion that there are no 
reasons now to extend government intervention to certain 


parts of the economic system which were left free in the 


other | 


' the | A M ; “ ee , 
| control was inevitable in the extremely difficult position in 
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thirties. Here, the field of wages is certainly the most 
important. I am of the opinion that a certain degree of wage- 


which the country found itself after the war and in the course 
of the following years has proved to be one of the most 
important pillars on which the recovery of the country has 


_ been based. Even so, this favourable result would not have 


been achieved had wage-control not been buttressed by an 
adequate and sound monetary and budgetary policy. It is the 
combination of all these different measures which has made the 
government policy of these last years so fruitful. 

I come now to the important question of whether the 
results of this policy have, indeed, been what was anticipated. 
The final goal of the programme, from the monetary point of 
view, was the restoration of equilibrium: in other words, the 
elimination of inflation. It goes without saying that a small 
country such as the Netherlands cannot hope to pursue an 
absolutely independent monetary policy but for the most part 
must seek to adapt itself to monetary conditions prevailing in 
the outside world. Failure to do that must necessarily lead to 
disequilibrium in the balance of payments. Asa matter of fact, it 
was the severe disturbance of the balance of payments which gave 
rise to the important series of monetary and economic measures 
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undertaken in the Netherlands during the last two years. The 
first question is, therefore, whether government policy has been 
successful so far as the balance of payments is concerned. 

From the following figures it is clear that from the middle 
of 1951 onwards the balance of payments has, in fact, shown a 
steady improvement. 


Balance on Current Account 
Deficit — Surplus + 


Millions of 

Guilders. 

oo ee ee ee ee — 1,566 
1948... ee ee os on — 957 
1949 .. ee oe ee ee — 253 
1960 .. oe os ee ae — 1,091 
Been és ee eo ee ee — 252 
1951 January-June .. os ee — 792 
July-December we oa + 540 

1952 January-June .. ee és + 1,006 


According to recent estimates, the balance of payments for 
the second half of 1952 will be equally favourable, with a 
surplus in the region of 1,000 million guilders. This healthy 
trend is reflected also in the gold and foreign exchange holdings 
of the Central Bank, which have risen from a total of 894 
million guilders in July, 1951, to 2,993 millions a year later, 
with a er increase to 3,623 millions at the beginning of 
December last. Similarly, the Dutch position with the 
European Payments Union has also shown a radical change 
for the better. 

All this clearly demonstrates the great improvement of the 
past eighteen months; so much so that during the spring of 
1952 the Netherlands Bank was able to reduce Bank Rate 
from 4 to 3} per cent. and also to abolish the special measures 
of quantitative credit control. The Central Bank has been 


authorized by a special law to reintroduce this latter system | 


under certain conditions, but for the time being there is no 
need for it. 

It is an interesting question how far this marked change is 
attributable to the policy of the Government and Central 
Bank and how far to other, more fortuitous, circumstances. 
Certainly, one must admit that temporary and non-recurring 
factors have had their influence. As a consequence of the 
Korean war, in particular, imports of raw materials and other 
commodities increased considerably during the year from 
mid-1950 and had to be paid for at very high prices. It is not 
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rising, therefore, that the fall in imports which has since 
followed has had a favourable effect on the balance of payments. 
Although the volume of imports is likely to show some increase, 
the recent decline in raw material prices will considerably 
ease the position when stocks have to be replenished. On the 
other side, the growth in exports may well be maintained, 
bearing in mind our relatively low costs of production and the 
lessening of inflationary pressures. 

It is somewhat difficult to assess the results of the rise in 
Bank Rate and of the system of quantitative credit control. As 
lending rates on bank loans and advances are linked to Bank 
Rate the cost of accommodation has become more expensive, 
which may have squeezed out certain marginal borrowers and 
thus exerted a disinflationary effect. But it must be remem- 
bered that the banks in the Netherlands have always followed a 
rather conservative credit policy, so it may be that the main 
influence of monetary policy has been psychological. 

Although our overseas accounts now show a much better 
complexion, it cannot be said that complete health will be 
restored until the still remaining dollar gap is bridged and 
convertibility achieved. Nevertheless, the Netherlands has 
strengthened her position to such a degree that, even if the 

resent balance of payments surplus should disappear, some 
oss of monetary reserves would no longer represent too great a 
danger. Moreover, we have learnt from experience and know 
what measures to take, if need be, to meet any future difficulties. 

As I have said, the goal of policy in 1951 was, in one word, 
disinflation. Has this been carried too far? In particular, 
what has happened to unemployment? Now, in the middle of 
1951 unemployment was extremely low, only 61,000 in June 
of that year being without work. Unemployment rose fairly 
sharply in the following six months, especially towards the 
end of 1951, reaching a peak of 175,000 in the following January. 
Part of this increase was, however, of a seasonal character. Since 
then the figures have shown an improvement and in October 


_ last only 26,000 more were unemployed than a year previously. 


It is a much-discussed question whether the recent increase 
in the rate of unemployment is a sign of an incipient slump. 
There has, admittedly, been a sharp decline of activity in some 
branches of industry, such as textiles and shoes—although 
lately these have shown a marked upturn. But output is still 
rising, the index of industrial production showing an increase 
from 145 in 1951 (1938 = 100) to 162 last October. It is quite 
wide of the mark to talk of any depression in the Netherlands ; 
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on the contrary, the situation is, in general, pretty satisfactory. 


Should unemployment become excessive, the Government can | 
always take special steps, such as speeding up its public works | 


programme. Although this would have an adverse effect on 
the balance of payments, it appears, as has been said, that the 
country is now strong enough to bear this if necessary. 

On the pressing problem of making the Dutch guilder 
convertible again I will say only this: if the necessary con- 
ditions are monetary equilibrium and balance in a country’s 
external accounts, then there can be little doubt that the 
Netherlands is in a strong position to join with other West 
European countries in a concerted effort to break the shackles 


on multilateral trade and to achieve general per ase | 


The example of the Netherlands shows that it is still possible 


for a country to meet and overcome grave economic and | 


financial difficulties by its own efforts, standing on its own feet. 
That example may well prove encouraging to those seeking 
methods of tackling the many and serious problems that 
confront us all today. 


Amsterdamsche Bank, 
Amsterdam. 
December, 1952. 


G. M. VERRIJN STUART. 


Statistics: Explanatory Notes 


Industrial Production.—In the U.K. production in the months January to 
October last year averaged 3 per cent. less than in the comparable period of 1951, 
a check that was shared by most West European countries. In the U.S.A., in 
contrast, although there was some decline during the first half of last year, 
production recovered in the autumn and in September a fresh post-war peak was 
touched of over two and a half times the 1938 level. 


U.K. Commonwealth Trade.—The first two diagrams on page 47 show that in 
1951 almost one-half of our exports went to Commonwealth countries which, in 
turn, supplied us with about two-fifths of our imports. Apart from textiles—the 
largest single category—half of our exports to the Commonwealth was made up of 


metal and engineering products, among which the vehicles group ranked high. | 


Last year, however, saw some falling off in vehicle sales in the Commonwealth— 
from a monthly average of £20 millions in 1951 to £15 millions in the third quarter 
of 1952 (see also chart on page 48). Of imports, 90 per cent. of our wool, 80 per cent. 
of our rubber and about half of our grain and flour and dairy produce came from 
the Commonwealth. 
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Motor Cars.—The check experienced recently in the export of motor vehicles 
is brought out by the first two charts on page 48. In the seven months April to 
October last year 62 per cent. of the production of passenger cars was for export, 
against 79 per cent. in the comparable period of 1951, while for commercial vehicles 
the export figure had declined from 62 per cent. to 52 per cent. This set-back in 
sales abroad has been particularly severe in the Australian market, which in 1951 
accounted for a quarter of the value of our exports of motor vehicles. In the seven 
months April to October, 1952, exports of new cars to Australia numbered 7,000, 
against 29,000 in the same period of 1951, 


Consumption and Prices.—The slight downward trend in the total consumption 
of goods and services that was apparent in 1951 continued during the first half of 
last year (first chart, page 49). These average changes, however, mask more pro- 
nounced movements in some of the individual categories of consumption. In 
particular, there has been a marked contraction from the peak levels of the end of 
1950 in the volume of sales of both household goods and clothing. The last chart 
shows that by 1951 the distribution of personal expenditure was closer to the pre-war 
pattern than in 1946, 


Manpower.—Since the end of 1950 there has been a net increase of about 
100,000 in the numbers employed in the engineering, vehicles and chemicals group 
of industries. Most of this expansion, however, as shown by the first chart on 
page 50, took place before the autumn of 1951. Employment in textiles and clothing 
has fallen sharply, although there has been some improvement since last July, 
while the number employed in other “‘ consumer goods ”’ industries has also shown 
some decline. 


Industrial Materials Stocks.—The charts on page 51 bring out the improve- 
ment in stocks of some important industrial materials over the past year. Stocks 
of both coal and coke have been maintained well above the 1951 levels while steel 
stocks also show some increase, after a marked decline during 1951. 


Security Yields.—In the U.K. the yield on 24 per cent. Consols has fallen 
somewhat from the peak-levels touched last summer, while in France, Belgium and 
the Netherlands the general trend of the long-term rate in 1952 was downwards. 
In the U.S.A. there was, on balance, little change. The second chart shows the 
sharp rise in the Treasury bill rate in London that followed the increase in Bank 
Rate to 4 per cent. last March. 


National Savings.—Taking savings as a whole, recent years have shown an 
increase in withdrawals rather than any falling off in new deposits. Despite this, 
savings remaining invested average about £120 per head of the population, and in 
1951 were equivalent to about six months personal income on an average, against 
father more than three months before the war. 


U.K. Terms of Trade.—The first chart on page 54 is based on the “ average 
values "’ of imports and exports compared with 1938, obtained by comparing the 
actual value of trade each year with the estimated value at prices ruling in 1938. 
The results provide only a rough measure of price changes from year to year since 
the composition of trade changes and also particular commodities are subject to 
uneven fluctuations in price. With this reservation, it will be seen that since the 
second quarter of 1951 there has been a moderate improvement in our “ terms of 
trade’. The volume of exports we have had to send abroad to pay for a given 
volume of imports, that is, has been somewhat less, due to the fact that the prices 
of our exports have risen at the same time as the cost of our imports has fallen. 
Even so, our terms of trade still remain considerably worse, compared with 1938, 
than at any time during the inter-war years and not a great deal more favourable 
than in 1913, 
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YIELDS ON LONG-TERM GOVERNMENT BONDS 
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EXPORT & IMPORT PRICES 
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TERMS OF TRADE : 


a 
Volume of exports required to pay for fixed /N. ig 


? volume of imports 
~*~. 1938=100 / 



































» 4 
4 
ee Se , 
4 

g 7 

: = ¥ ri 
+. Geet ta BOO SS. ; é' 7950 ‘F957 
ss ; Pas we < eo 3 ae : ie ¥ ‘ ‘ 
§ ¥ PRS | “ OE - ¢ ie eee. rs 25 pe 
 %ie 


ye: VOLUME OF TRADE 
iso] ———. 1938 =100 Prcer cel) 








o** EXPORTS 
of 


ete 







































19/3 ‘7920 7930 ; 7958 7950. 19S. 
SOURCES: Board of Trade Journal Ty ele 
Hensard 22/6/48 cites § 








